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MEMORANDUM FOR: Director of Finance 

Director of Logistics 

FROM: Don I. Wortman 

Deputy Director for Administration 

SUBJECT: Audit Services for CIA Industrial Contracts 


1. As you will recall, I asked, a number of months ago, whether we 
could afford to maintain the industrial audit capabilities contained in 
Finance 1 s Commercial Systems and Audit Division (CSAD) . The Defense 
Contract Audit Agency (DCAA) had previously suggested that they provide 
direct reimbursable contract audit support in lieu of our maintaining 

an independent, internal capability. 

2. Each of you reviewed this issue, and I have now done so as well. 

It is my belief that there is nothing to be gained by eliminating our 
internal industrial contract audit capability and relying entirely on 
the contract services of DCAA. On the contrary, I am satisfied that the 
CSAD capability is a necessary one that ensures the Agency the respon- 
siveness and flexibility needed to accomplish important intelligence 
responsibilities in a timely and effective manner. The depth and timeli- 
ness of reimbursed support provided by DCAA to other federal departments 
and agencies would not, in my view, be adequate for CIA needs. 

3. In the course of reviewing this matter, I have acquired an 
appreciation for the responsive contribution being made by CSAD personnel- - 
both those within CSAD and those on rotational assignment elsewhere in 

the Agency. Please commend them for a job well done. 


Don I. Wortman 
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VIA:;- , 

FROM:;' ; ; ; . 

SUBJECT:"/;';’: 

REFERENCES: 


Director of Logistics 
Director of, Finance 


Lnai TZissi $ Agency Contract Review Board 
".■Audit Services for CIA Industrial Contracts 


25X1 
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(b) Meno to DC/PMS/OL, dtd 
C/CCS/DBO, sane subject 


(c) Me no to Chairman, AC RB . dtd 
fs C/SS/GL, same subject 
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: gated to him by the Director of 
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bread enough to include the examination of policy issues 
brought to its attention and to make recommendations with 
regard thereto. The offer by the Defense Contract Audit 
Agency (DCAA) to expand its audit services to include audit 
support for Agency funded contracts is considered to be a 
policy matter which falls within the purview cf the ACRE. 
This meiaorandus will address, in summary fashion, the many 
issues involved in considering the DCAA proposal and will 
provide the ACRB’s recommendation rega rding wh ether the 
offer made by DCAA should be accepted. 
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i.1 Contracts 
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d. DCAA has now proposed to expand its services to 
gency by performing audit services on Agency contracts 
executed under the authority flowing from the D/L. Such 
services would be provided on a reimbursable basis, eased cn 
actual audit hours billed at the prevailing interagency . rate . 
Travel and per diem expenses required to accompl ish au dits c£ 
a non-routine nature would be billed separately. 


3.' • Discussion of Issues 


a. Third Party Privity to CIA Contracts 

The principal concern the ACRB had when con- 
sidering DCAA’s proposal was the potential impact acceptance 
of the offer would have on this Agency’s historical position 
with regard to third party privity to its contracts. The CIA 
has, in many forums, tahen the position that third party 
org epilations, such as the General Accounting Office, the 
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position stems ^froE security and operations! considerations. In 
tne majority of our contractual relationships, public achnowle&g- 
~'~p t of CIA involvement could seriously jeopardise thd security 
of related projects and compromise intelligence sources and methods. 
Access to contract and project information by organizations outside 
_ne span or control of the PCI, unless absolutely required to carry 
out the Bission of the Agency, has always been viewed as not in 
keeping with the director's statutory responsibility to protect 
intelligence sources and methods. The latest example of the CIA’s 
position in this regard is set rorth in reference A, which is 


attached for your info ms t ion. 
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perr enhance of this runction 


within tne Agency involves familiarization with, and access to, 
classified procurement and program information. Allowing DCAA 



Attached hereto as re fere n 
from the Chief, Central Cover Staff, 

(C/CCS/DDO), regarding this matter. The C /CCS/ -HO indicated that 
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vc achared^ funds are used. Based upon statistics from the CIA’s 
cor. ft ect information system (CONIF) , it is estimated that approxi- 
" it* ^1“ cent the Agency’s auditable procurement actions 

ull j.j tiia-L category. Ine aCRB did not believe the number 
or auuita^re contracts falling in this catenorv—warranted estab- 
irsning a second source for audit support. 
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b. Personnel Security " x 

Security is another issue which' concerned the ACRS. 
.Refer once C attached hereto addresses the security issue. It 


that the points made in the_reference ECEor&n&us'were valid 

d should not be ignored. | | ."Jh.-d .:v: ' f’Auy 

c. Setting of Precedence 
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The audit function is only one of several functions 
required to be performed as s part of the procurement process. 

Sene of the other functions include contract administration, 
inspection, and quality control, property adteini str at i cn , and 
industrial security. In the view of the A CRB, the carving 
cut c-f the _ audit function acta having that service performed 
by an. _cuts ids agency would cr.ly lead tc consideration, for 
tree.- f err far responsibility for the. performance of seas of-- - 


:c ctiirr teveniseat agencies. 


hucn_ transfers _ ox responsibility would further increase the 
problems ass o pr arr-rj with the protection of intelligence ' source s 
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ct. Responsiveness to /.sency Reeuiresents 

It is the opinion of the ACltB that responsiveness 
to Agency requirements for audit services would suffer if 
DCAA’s proposal were accepted. This conclusion was reached 
based upon the reasonable assumption, that if the audit services 
arc to be performed by an. outside Agency, which has customers 
other than CIA, some diminution in services would undoubtedly 
result. However, the A CRB is not in a r-os it ion to c su£c the 
extent of any projected decrease in the effectiveness of audit 
support. It s/iculd be noted that response time becomes 
extreneiy critical towards the end of the fiscal year. 25X1 
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